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A F T E R N O O N  S E S S I O N  

PANEL THREE 

ETC DESIGNATION PROCESS 

COMMISSIONER ABERNATHY: Again, thanks to 

everyone for sticking around as we deal with our primal 

issue, which the ETC designation process. And we're very 

fortunate on this panel to have two commissioners who've 

also agreed to participate, explaining what their states are 

doing as well as other participants. 

So, again, we'll start at this end of the table 

and move on down and have all of you give us your 

presentations. And we will start off with Commissioner 

Elliott Smith, who's from the Iowa Utilities Board. Thanks 

for joining us. 

MR. SMITH: You bet. Thank you very much for 

this opportunity to appear before the joint board this 

afternoon. I'm pleased to be able to participate as 

representing my own opinion, not necessarily that of the 

board as a whole, just to make that disclaimer right out 

f r o n t  . 

I would like to take a second, though, to sort of 

explain Iowa's unique telecom landscape. There are 

approximately 153 wire line incumbent local exchange 

carriers currently operating in Iowa. I believe that puts 

the state - -  ranks the state as having the most ILECs. 
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Now only the three largest carriers are regulated 

by our board. The average size of these small companies is 

approximately 700 access lines generally serving the rural 

areas in the state. The complexity of this market is 

compounded by the addition of 36 competitors who have been 

approved with ETC designations. And, again, most of these 

serve the rural areas. 

The majority of the small incumbent companies are 

experiencing either no access line growth, and in some 

cases, slight reductions. This appears to be caused by a 

number of factors, three of which are slow population growth 

in Iowa, migration from the rural to urban areas, and 

deployment of advance services, which no longer utilize 

second or additional voice lines. 

In the absence of access line growth, these 

companies are finding it. difficult to reduce their average 

cost per customer. Throughout Iowa, most customers have the 

option of obtaining voicie service from at least one wire 

line and one wireless service providers. Although these 

services may not be interchangeable necessarily. 

At this time, it appears most wireless service 

providers have positioned themselves as an alternative to 

long distance. Consumers are using wireless more as a 

compliment to their traditional wire line service. 

It's important to note that our ILEC industry in 
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Iowa has made substantial infrastructure investments and has 

developed a long history of providing dependable and quality 

service which has been considered essential by both federal 

and state policy makers. 

Today I’d 1ik.e to offer my comments on three 

issues we see as crucial to the universal service fund and 

the ETC designation process. They are the designation of 

wireless carriers’ service area for ETC status, the 

application uniform service quality standards, and the 

portability of universal service funds. 

In Iowa - -  looking at the first issue, 

designation of wireless carriers’ service area - -  in Iowa, 

the wire line exchange boundaries have evolved over the 

decades based on the own.ership of telecommunications 

facilities in the location of the customers being served. 

These exchanges are a regular in shape and do not 

follow a traditional county or municipal boundary lines. 

Often these exchanges - -  these companies - -  often companies 

serve multiple exchanges and are separate. It appears as 

though the exchange map looks like a jigsaw puzzle at times. 

Moreover, many of the 2stablished wire line exchanges 

include both urban and rural areas. 

In granting ElTC status to wire line competitors, 

the Iowa Utilities Board. has been very concerned about the 

potential for cream skimming by the CLECs. Some CLECs have 
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been very clear that they would prefer to serve low-cost 

urban customers, but the IUB, the Iowa Utilities Board, has 

typically required that the CLEC offer to serve all eligible 

customers within the historic Iowa exchange. 

In contrast, as you know, wireless service areas 

are set by the FCC based on county lines. Wireless and wire 

line service areas do not correspond as a result, and often 

wireless service providers cannot cover the entire wire line 

exchange, let alone study areas, because of the irregular 

shape of the wire line exchanges, which are limited to the 

county by county licensing. 

This difference in service area is not something 

the wireless carrier has chosen, rather it's now one of the 

FCC's licensing practices. Because it's not a result of the 

carrier's decision, it does not appear to raise the same 

concern as related to cream-skimming. 

As a result, the Iowa Utilities Board is 

considering rules currently that would allow wireless 

service providers to be designated as ETCs, even though the 

wireless service area may be less than the wire line 

incumbent historical service area. 

Allowing these wireless carriers the opportunity 

to provide local service to parts of exchanges or wire 

centers may help the provider maximize the use of its 

wireless serving area license and give more local service 
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choices to consumers. 

The second issue, the uniform service quality 

standards. Reasonable service quality standards are 

imperative, of course, to providing dependable, high quality 

local service to our Iowa customers. 

The joint board has recommended that the FCC no 

impose federal, technical or service quality standards as a 

condition of receiving universal service report, and I am 

generally in agreement with these recommendations of the 

board. The FCC should not impose federal service quality 

standards because these issues are best handled by the 

individual states. 

Service standard requirements vary by state and 

it would be difficult for the FCC to establish uniform 

national requirements without imposing on the regulatory 

authority of the individual states. I would suggest that 

the requirement of service quality measurements should be 

applied uniformly to all ETC carriers within each individual 

state to the extent it’s technologically feasible to do so. 

Competitive ETCs should provide service meeting 

the same or similar quality standards as traditional wire 

line providers before the competitive ETC can receive 

universal service funding. Iowa is currently in the initial 

stages of proposed rule making to deal with these issues. 

Competitive ETCs should also be required to 
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provide the list of minimum services as is required of the 

incumbent wire line carriers. In addition to the standard 

list of support services, others could include things such 

as a 911. This requirement would place all carriers on 

equal footing when providing basic, competitive services in 

the state. 

Finally, portability of the universal service 

funds. This issue is one of the biggest challenges facing 

the universal service fund. Wireless - -  the majority of the 

150-plus small rural companies in Iowa receive high-cost 

support payments. This is an indication of substantial per 

customer investment and expense for these organizations. 

Wireless ETC service providers are receiving 

high-cost universal service support payments based upon the 

costs of the incumbent carrier. Wireless carriers don't 

have the same facilities or investments as these incumbent 

wire line carriers. 

Cost for providing wireless service generally 

have not been furnished to regulators, but on the surface it 

appears that the cost of providing the service by these 

wireless carriers may be less than the wire line carriers. 

On a per customer basis anyway. Therefore, it may be 

appropriate that the levels of support paid to wireless 

carriers or the CLECs should be something less than the 

current support payments paid to the ILEC's. 
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I encourage the joint board to consider universal 

service fund support payments based on - -  paid on the basis 

of each carriers' cost to serve provided that the ETC OL 

CLECs' costs are below that of the incumbent. 

With that, that concludes my comments, and I'll 

certainly be interested in answering the questions you might 

have. Thank you very much for this opportunity. 

COMMISSIONER ABERNATHY: Thank you, Commissioner 

Smith. And now we'll turn to the Honorable Ann Boyle, who's 

with the Nebraska Public Service Commission. And, again, 

thank you for staying around an extra day and giving us your 

time. 

MS. BOYLE: Thank you, and it is an honor to 

appear before you. Today we are here as we continue to 

attempt to provide the twin goals of competition and 

universal service at one of the most economically challenged 

times in recent history. 

In the early stages of review, it seemed that - -  

and by that, I mean the review of providing service and in a 

competitive market - -  it seemed that the lure of competition 

overshadowed the equally important goal of universal 

service. 

Today the bal.ance has shifted and the question 

has become should universal service support more than one 

network? Some of us ask if universal service is used to 
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be - -  it should be used to subsidize competition. All of 

know those are difficult questions to answer as we continue 

to live in an ever changing world that cannot turn its back 

on the advances in technology. 

Public interest is difficult to define. I would 

be terribly concerned that a guideline or guidelines - -  it 

could be construed as hard and fast definitions - -  would be 

so limiting to states that we are unable to work with them 

in the fluid environments in which we live. 

Perhaps a minimal set of standard could be 

considered, but it will be with great reluctance that I 

would make such recommendations. Frankly, I believe the 

public interest is in some way spelled out in the Act. And 

it is also common sense in how we construe the public 

interest. 

Perhaps there is another way to look at achieving 

our twin goals. As we know, states have been criticized 

recently - -  and I feel in some respects, improperly - -  for 

too loosely defining public interest from granting ETC 

status. However, we are disconnected when we grant ETC 

status from any oversight of the fund - -  of the federal 

fund . 

A court decision in North Dakota found that 

states are not responsible for sustainability of the federal 

fund and such an analysis cannot be part of our 
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determination. With that disconnection, we are unable to 

determine one of the factors which are nearly always 

considered in every decision making, and that is the over 

all cost of our decision.. 

I suggest that the FCC relook at how funds are 

allocated. Using a formula to be determined - -  and this is 

only a suggestion based on, perhaps, wire center - -  a 

certain amount could be allocated to each state on an annual 

basis or whatever time frame that is considered. But at 

least the state will be aware of how much has been allocated 

to that state. They would then have the missing piece of 

determining public interest, while continuing to attempt to 

address twin goals of universal service. 

And, in addition, states would be more 

accountable to how much funding there is and we would not be 

thinking that we are just continuing to allow carriers to 

get into - -  to be given ETC status, and feeling that it's 

a l l  going into a black hole that can never be filled because 

we don't know, at the end of the day, what my counterpart in 

Iowa's doing, or in New York or California, or anywhere 

else. 

There are also suggestions that some states - -  

and this is where the criticism comes from - -  of simply 

granting ETC status because it allows them to get more money 

out of the fund. There have also been comments made, and 
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they are not - -  they're only - -  I consider rumor type 

comments - -  but the comment is this, that Wall Street is 

telling wireless carriers to come in and go after their ETC 

status in all the states because the money is available. 

And if they don't get it., they were downgrade their stock. 

So they're caught in a trap. Are they going to 

downgrade their stock on Wall Street or are they going to go 

after the after the funding. I think it creates terrible, 

terrible conflicts for the state as for the carriers. 

And as recent.1~ as only two weeks ago, we had a 

carrier come in who was doing exactly that. At the end of 

his testimony he said, you know, Commissioners, it's only 

$5,000. And so I said to it, it is $5,000 per month, isn't 

that correct? Yes. And I said, aren't you applying in 

about 1 5  other states? Yes. 

Nebraska, one of the smaller states that 

they're - -  where they're applying, you can easily see - -  do 

the math - -  that's a mil.lion dollars a year for one carrier 

because, I think - -  part. of which is Wall Street's 

determination - -  that they don't go after money that's 

available, their stock i.s downgraded. It is not the first 

time that I think pressure from Wall Street has forced 

companies into some things that, perhaps, they would not do 

otherwise. 

That's kind of a formula or working with the 
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states and either allocating or telling us how much money is 

available per state, but also help make us much more aware 

of the very subtle changes that take place in the industry 

because of new technologies, which almost unnoticeably start 

to deplete revenues until we are in a state of alarm, which 

is where we are today. 

We all know that many government programs are 

determined by formula and funded state by state. So this is 

not a new idea. It would be a very different way of 

disbursement, and it would require even greater partnership 

between the FCC and the states. 

In the interest of time, I’ll move on to whether 

or not regulatory parity should be a guiding principle. The 

answer is yes, it should be. The question is, should parity 

be determined on requiring ETCs to offer it the same 

services and quality and should - -  or should it be 

determined by providing fewer funds for fewer services and 

lower standards. 

I believe that we should always look at things 

through the eyes of the customer. The customer doesn’t 

understand the fine nuances of cost allocations based on 

lower standards. They only know that they expect to get a 

quality product and good service for their investment of 

their hard earned cash. Consumers should not be short 

changed on a service or options. 
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Furthermore, without further information, it 

seems when we break from uniformity, we sometimes create 

bureaucratic nightmares which require constant tweaking to 

ensure that is fairness in what we're doing. 

And with that, I thank you for the opportunity to 

be here today. 

COMMISSIONER ABERNATHY: Thank you, Commissioner. 

And now we'll turn to Mikal Thornsen, who's with Western 

Wireless, and thanks for joining u s  here. 

MR. THOMSEN: Good afternoon. I'm president of 

Western Wireless Corporation, the largest rural wireless 

cellular service provider in the U.S. and the first wireless 

carrier to be designated an ETC. 

We began seeking designation as an ETC in 1998 ,  

and are now the largest competitive ETC in the nation 

eligible for universal service funding in 1 4  states and on 

the Pine Ridge Indian Reservation. 

Western believes that, in general, the FCC and 

state commissions have cionducted a thorough analysis of 

whether the public interest is served prior to designating 

additional ETCs in areas served by rural telephone 

companies. 

Contested evi.dentiary hearings were conducted on 

almost all of Western Wi.reless' 15 ETC applications. The 

average length of state commissioned ETC proceedings was 2 1  
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months. State commissions considered whether the public 

interest would be served by the designation of an additional 

ETC, and provided all parties every opportunity throughout 

the contested evidentiary process for the presentation of 

evidence in the public interest. 

The cost of prosecuting an ETC application, the 

uncertainty of the regulatory process and the length of time 

to obtain a final ruling are significant barriers to entry 

into the universal service market. The joint board should 

reject suggestions to impose service requirements beyond the 

list of covered services. 

Every carrier must be able to distinguish itself 

in the marketplace in order to succeed. It does this 

through its rates, terms and condition, service offerings 

and service availability. Incumbent carriers, which have 

market power, and competitive carriers, which do not, should 

not be subject to the same regulations aimed at controlling 

incumbent market power. 

If a competitive carrier’s service quality is 

sub-par or its prices are too high, consumers will not use 

it. The requirements with which universal service 

recipients must comply already apply with equal force to all 

carriers. 

The goal of preserving and advancing universal 

service will not be furthered without a competitive 
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universal service system. Consumers in all markets should 

receive the benefits of a competitive marketplace. 

The current funding mechanism for rural telephone 

company areas, which is solely based on the incumbent 

carrier’s embedded cost structure is incompatible with an 

efficient competitively neutral system as envisioned in the 

1 9 9 6  Telecom Act. 

A funding system based on the most economically 

efficient technology of serving rural consumers will provide 

the proper incentives for carriers operating in a 

competitive universal service market. 

My three minutes are up. I’ll hand it over. 

COMMISSIONER ABERNATHY: Do you have some - -  you 

can - -  

MR. THOMSEN: I’m done. 

COMMISSIONER ABERNATHY: Okay, let’s move on then 

to Jeff Glover, who’s with the Independent Telephone and 

Telecommunications Alliance. Thank you, Mr. Glover. 

MR. GLOVER: Good afternoon. My name is Jeff 

Glover. I‘m vice president of External Relations for 

Century Tel. 

I appreciate the opportunity to appear before you 

today on behalf of the Independent Telephone and 

Telecommunications Alliance, otherwise known as ITTA. ITTA 

is a group of 1 3  midsize ILECs providing service to more 
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than 10 million customers in 40 states. 

It appears to us that in the debate over 

telecommunications policy, the consumer is often overlooked. 

But the Act puts the consumer first. Especially in smaller 

markets where the economics are more fragile, consumers are 

more vulnerable and universal service is, therefore, at 

greater risk when change is introduced. 

In the ETC designation process, section 214(e) 

distinguishes between urban and rural markets. The 

designation of CETCs was made discretionary, not automatic 

in rural areas. The Act requires an analysis of the impact 

of any such designation and an affirmative finding that such 

designation would serve the public interest. 

In many instances the rural service area is 

redefined at the request of the CETC. But this requires a 

public interest finding, not just by the state, but also by 

the FCC. And these decisions should focus on preventing 

service disruptions and maintaining affordable service in 

rural markets. 

The interest of rural consumers are not being 

served by the current rules. Wireless ETCs are being 

designated in some states without regard to the impact on 

local markets. And without being required to offer service 

to the entire market or offer a minimum level of service 

such as unlimited local dialing or enhanced 911 capability. 
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At the same time, they are receiving support at the same 

per-line level as the 11232, the carrier of last resort for 

the entire study area. 

The consumer is the one who will inevitably pay 

for the inefficiencies of the current system. 

ILECs will not be able to sustain infrastructure 

investment and an environment where the CETCs get the same 

support the ILECs receive without any of the obligations the 

ILECs have undertaken. Meanwhile, CMRS carriers have only 

to submit their existing customer list and receive support 

without doing anything whatsoever to enhance service to 

consumers. Where is the consumer going to fit in this? 

In my written testimony, I describe a number of 

flaws with the current designation process. Designations 

are based on inconsistent criteria. Too often, the only 

rationale offered is to promote competition. 

Sometimes no discernable justification is offered 

at all, and this is particularly the case when you’ve 

already had an ETC approved and multiple ETCS follow as a 

result. But this is not enough for rural markets. The Act 

requires more. Our consumers require more and deserve more. 

My written testimony lists a handful of specific 

criteria that can be applied by the states as a minimum 

standard to ensure that competitive entry will help rather 

than hurt rural customers. Uniform national rules make it 
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easier for everyone to help ensure that high-cost support is 

being used to further the goal of providing universal 

service to all customers in rural areas. After all, it is 

the customer who pays the price tag for universal service. 

I urge you tcr recommend that the FCC articulate a 

set of clear standards for deciding whether designating an 

ETC would serve the public interest and provide a meaningful 

enhancement to universal service for consumers. These 

uniform national standard could then be consistently applied 

by the states and enforced by the FCC to put CETCs and 

incumbent LECs on a more neutral footing. 

The designation process is so very urgently in 

need of repair, that I suggest that you make this a priority 

even over the other important issues that you are weighing 

in this proceeding. The CETC designation process is one 

that needs immediate attention. And solutions can be 

achieved through relatively simple reforms. You have a 

unique opportunity here to make needful changes to the 

benefit of consumers. 

I appreciate the opportunity to be here, and I 

look forward to answering your questions. 

COMMISSIONER ABERNATHY: Thank you, Mr. Glover. 

Now we'll move on to John Metts, who's with the National 

Telecommunications Cooperative Association. And thanks for 

coming. 
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MR. METTS: Thank you. My name is John Metts and 

I’m president of the National Telecommunications Cooperative 

Association, NTCA. I‘m also Chief Executive Officer of 

Penasco Valley Telecommunications in Artesia, New Mexico. I 

appreciate very much the opportunity to appear before you 

today to discuss eligible telecommunication carrier 

designations. 

As a point of interest, NTCA represents more than 

560  commercial and cooperative telecommunications companies. 

The purpose of my testimony is to assist the joint board in 

developing a public interest test for determining whether a 

carrier should be designated an eligible telecommunication 

carrier in a rural telephone company service area. 

The goal of universal service is to provide 

consumers with access to the nine supported services listed 

in the definition of universal service. Congress included 

no requirement that universal service support mechanisms 

should be used to promote and finance competition. 

What I’d like to do now is outline the seven 

point public interest test that NTCA proposes for 

designating ETCs in rural telephone service areas. 

Point number one. Is the additional ETC 

designation required to ensure that consumers living in the 

rural ILEC service area have access to the nine supported 

services listed in the definition of universal service? 
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Point number two. Would the carrier requesting 

ETC designation be able to provide service to the entire 

rural ILEC service terri.tory? 

Point number three. Do the potential benefits to 

the rural service area, if any, of granting the ETC 

designation outweigh the ultimate burdens on consumers that 

will occur through the added growth in the federal and/or 

state universal service funds'? 

Point number four. Is the carrier requesting 

designation willing to demonstrate its costs to provide 

universal service to consumers living in the rural ILECs 

service territory? 

Point number five. Would the ETC designation 

result in excessive support to the requesting carrier based 

on the amount of support distributed under the identical 

support rule? 

Point number six. If the carrier seeking ETC 

designation is already offering rural customers universal 

service at a rate at or below or slightly above the 

comparable rate for supported services, then why is the 

requesting carrier seeking universal service support dollars 

when its rates are already comparable without support? 

And point number seven. Is the carrier 

requesting ETC designation willing to adhere to quality of 

service guidelines or other state specific requirements? 
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NTCA recommends that the joint board embrace this 

seven point public interest test and recommend its adoption 

by the FCC and state commissions. This change is needed to 

preserve universal service over the long t.erm. There’s an 

obvious need to act soon. 

In view of these facts, NTCA recommends that the 

Commission and the states stay all ETC designation 

proceedings until this joint board and the FCC adopt new 

guidelines for determining the public interest in rural 

telephone service areas. 

I thank you for the opportunity to present our 

recommendations. 

COMMISSIONER ABERNATHY: Thank you very much. 

And the last person on the panel, Mike Strand with the 

Montana Universal Service Task Force. And we appreciate you 

coming today. Thank you. 

MR. STRAND: Thank you and good afternoon. 

Again, for the record my name is Mike Strand. I’m counsel 

for Montana Universal Service Task Force, or MUST. 

I understand the purpose of this particular panel 

is to focus on three issues. The first of these issues is 

whether the FCC should adopt guidelines for state public 

interest determinations. My response to this issue is that 

the FCC should not adopt guidelines if the FCCs historic 

position on the threshold requirements for ETC designation 
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